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The recent sharp declines in equity markets together with the spike in volatility have 
raised investor concerns. In the first three weeks of October, global equity markets with 
only a few exceptions, lost between -6% and -10%, with some markets experiencing double 
digit losses. A key gauge for volatility in the U.S. stock markets, the VIX index, almost 
doubled in the month of October. Despite the steep losses in October, the broad domestic 
equity market is still up +3.5% for the year, while the broad growth index is up 8%. On the 
other hand, the Russell 3000 Value index is down -1.2% year-to-date. International equity 
markets have significantly underperformed the U.S. in 2018. In the eurozone, year- to-date 
losses ranged from -6% to -13% even before currency losses (versus the U.S. dollar) of -4% 
to - 5%. Emerging markets have also experienced steep losses in 2018 with the Chinese 
equity market down -28% including a 6.6% depreciation in the Chinese currency, the 
yuan. While the Indian stock market fared better with losses of less than 1% in local 
currency terms, this was swamped by the almost 15% depreciation in the Indian rupee. 
 
There are many factors at play for the recent steep losses in global equity markets 
including concerns that economic growth generally and company revenues and earnings 
more specifically are slowing down, escalating trade tensions with China, rising interest 
rates in the U.S. and rising political risk in Europe related to Italy as well as the Brexit 
negotiations. It is, however, important to note that despite these issues, the 
underpinnings for a continuation of the global economic expansion remain in place. In 
the United States, the labor market is at its tightest level in half a century, while 
consumer and business confidence are at their highest levels in more than two decades. 
Although company revenue and earnings growth are likely to slow next year, there are 
few signs of an imminent downturn. Meanwhile, the recent economic stimulus measures 
put in place in China are likely to help counteract the negative effects from the trade 
tariffs with the U.S.. On the inflation front, core inflation globally remains below 2%. In 
some major developed markets such as the eurozone and Japan, core inflation is growing 
at less than 1% year-over-year. As a result, global monetary policies remain 
accommodative.  Despite 8 interest rate hikes by the Federal Reserve, the federal funds 
rate is still at a low 2.25%. Even with an anticipated three to four additional rate hikes 
over the next year, the funds rate would likely peak around 3.25%. Over the past 30 years, 
prior to the last three recessions, the funds rate peaked at an average rate of 7%. The peak 
prior to GFC (Great Financial Crisis) was 5.25%. Additionally, the Fed’s balance sheet 
remains over $4 trillion, compared to less than $900 billion just before GFC. Collectively, 
the three largest central banks (Federal Reserve, ECB and BoJ) have over $14 trillion on 
their balance sheets. 
 
While the weakness in the equity markets may persist in the short term for technical 
reasons, we believe that the magnitude of global liquidity combined with low inflation 
and stimulative fiscal policies will continue to be supportive of both global economic 
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growth and asset prices over the longer term. 
 
 
Disclosure: This Capital Market Review, written by Consequent Capital Management, represents the opinions, 
investment strategies and views of Consequent Capital Management and is based on current market conditions 
and is not intended to interpret laws or regulations. The views expressed in this Capital Market Review are subject 
to change without notice. This Capital Market Review commentary is provided for informational purposes only, 
based upon information generally available to the public from sources believed to be reliable, and should not be 
construed as investment or legal advice nor is it meant to be a solicitation or offer to purchase any product or 
service. Readers are encouraged to consult with their investment, legal or tax professional before making any 
investment decisions. This Capital Market Review is not designed to be a comprehensive analysis of any topic 
discussed herein and should not be relied upon as the only source of information used for making investment 
decisions. Consequent Capital Management believes the information contained in this material to be reliable but 
does not warrant its accuracy or completeness. Additionally, this Capital Market Review is not intended to 
represent advice or a recommendation of any kind, as it does not consider the specific investment objectives, 
financial situation, applicable risk factors, and/or particular needs of any individual client or investor and should 
not be relied upon as the basis for investment decisions. Past performance is not indicative or a guarantee of future 
results.  Consequent Capital Management, LLC is registered with the U.S. Securities and Exchange Commission. 
 
 


